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installment agreement or proposed in-
stallment agreement relates is in jeop-
ardy.

(b) Other actions by the IRS while levy
is prohibited—(1) In general. The IRS
may take actions other than levy to
protect the interests of the Govern-
ment with regard to the liability iden-
tified in an installment agreement or
proposed installment agreement. Those
actions include, for example—

(i) Crediting an overpayment against
the liability pursuant to section 6402;

(i) Filing or refiling notices of Fed-
eral tax lien; and

(iii) Taking action to collect from
any person who is not named in the in-
stallment agreement or proposed in-
stallment agreement but who is liable
for the tax to which the installment
agreement relates.

(2) Proceedings in court. Except as oth-
erwise provided in this paragraph
(b)(2), the IRS will not refer a case to
the Department of Justice for the com-
mencement of a proceeding in court,
against a person named in an install-
ment agreement or proposed install-
ment agreement, if levy to collect the
liability is prohibited by paragraph
(a)(1) of this section. Without regard to
whether a person is named in an in-
stallment agreement or proposed in-
stallment agreement, however, the IRS
may authorize the Department of Jus-
tice to file a counterclaim or third-
party complaint in a refund action or
to join that person in any other pro-
ceeding in which liability for the tax
that is the subject of the installment
agreement or proposed installment
agreement may be established or dis-
puted, including a suit against the
United States under 28 U.S.C. 2410. In
addition, the United States may file a
claim in any bankruptcy proceeding or
insolvency action brought by or
against such person. If a person named
in an installment agreement is joined
in a proceeding, the United States ob-
tains a judgment against that person,
and the case is referred back to the IRS
for collection, collection will continue
to occur pursuant to the terms of the
installment agreement.

(c) Statute of limitations—(1) Suspen-
sion of the statute of limitations on collec-
tion. The statute of limitations under
section 6502 for collection of any liabil-
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ity shall be suspended during the pe-
riod that a proposed installment agree-
ment relating to that liability is pend-
ing with the IRS, for 30 days imme-
diately following the rejection of a pro-
posed installment agreement, and for
30 days immediately following the ter-
mination of an installment agreement.
If, within the 30 days following the re-
jection or termination of an install-
ment agreement, the taxpayer files an
appeal with the IRS Office of Appeals,
the statute of limitations for collec-
tion shall be suspended while the rejec-
tion or termination is being considered
by Appeals. The statute of limitations
for collection shall continue to run if
an exception under paragraph (a)(4) of
this section applies and levy is not pro-
hibited with respect to the taxpayer.

(2) Waivers of the statute of limitations
on collection. The IRS may continue to
request, to the extent permissible
under section 6502 and §301.6159-1, that
the taxpayer agree to a reasonable ex-
tension of the statute of limitations for
collection.

(d) Effective date. This section is ap-
plicable on December 18, 2002.

[T.D. 9027, 67 FR 77417, Dec. 18, 2002]

§301.6332-1 Surrender of
subject to levy.

(a) Requirement—(1) In general. Except
as otherwise provided in §301.6332-2, re-
lating to levy in the case of life insur-
ance and endowment contracts, and in
§301.6332-3, relating to property held by
banks, any person in possession of (or
obligated with respect to) property or
rights to property subject to levy and
upon which a levy has been made shall,
upon demand of the district director,
surrender the property or rights (or
discharge the obligation) to the dis-
trict director, except that part of the
property or rights (or obligation)
which, at the time of the demand, is
actually or constructively under the
jurisdiction of a court because of an at-
tachment or execution under any judi-
cial process.

(2) Levy on bank deposits held in offices
outside the United States. Notwith-
standing subparagraph (1) of this para-
graph (a), if a levy has been made upon
property or rights to property subject
to levy which a bank engaged in the
banking business in the United States

property
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or a possession of the United States is
in possession of (or obligated with re-
spect to), the Commissioner shall not
enforce the levy with respect to any de-
posits held in an office of the bank out-
side the United States or a possession
of the United States, unless the notice
of levy specifies that the district direc-
tor intends to reach such deposits. The
notice of levy shall not specify that the
district director intends to reach such
deposits unless the district director be-
lieves—

(i) That the taxpayer is within the
jurisdiction of a U.S. court at the time
the levy is made and that the bank is
in possession of (or obligated with re-
spect to) deposits of the taxpayer in an
office of the bank outside the United
States or a possession of the United
States; or

(if) That the taxpayer is not within
the jurisdiction of a U.S. court at the
time the levy is made, that the bank is
in possession of (or obligated with re-
spect to) deposits of the taxpayer in an
office outside the United States or a
possession of the United States, and
that such deposits consist, in whole or
in part, of funds transferred from the
United States or a possession of the
United States in order to hinder or
delay the collection of a tax imposed
by the Code. For purposes of this sub-
paragraph, the term ‘“‘possession of the
United States’ includes Guam, the
Midway Islands, the Panama Canal
Zone, the Commonwealth of Puerto
Rico, American Samoa, the Virgin Is-
lands, and Wake Island.

(b) Enforcement of levy—(1) Extent of
personal liability. Any person who, upon
demand of the district director, fails or
refuses to surrender any property or
right to property subject to levy is lia-
ble in his own person and estate in a
sum equal to the value of the property
or rights not so surrendered, together
with costs and interest. The liability,
however, may not exceed the amount
of the taxes for the collection of which
the levy was made. Interest is to be
computed at the annual rate referred
to in regulations under section 6621
from the date of the levy, or, in the
case of a continuing levy on salary or
wages (see section 6331(d)(3)), from the
date the person would otherwise have
been obligated to pay over the wages or
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salary to the taxpayer. Any amount re-
covered, other than cost, will be cred-
ited against the tax liability for the
collection of which the levy was made.

(2) Penalty for violation. In addition to
the personal liability described in sub-
paragraph (1) of this paragraph (b), any
person who is required to surrender
property or rights to property and who
fails or refuses to surrender them with-
out reasonable cause is liable for a pen-
alty equal to 50 percent of the amount
recoverable under section 6332(d)(1). No
part of the penalty described in this
subparagraph shall be credited against
the tax liability for the collection of
which the levy was made. The penalty
described in this subparagraph is not
applicable in cases where bona fide dis-
pute exists concerning the amount of
the property to be surrendered pursu-
ant to a levy or concerning the legal ef-
fectiveness of the levy. However, if a
court in a later enforcement suit sus-
tains the levy, then reasonable cause
would usually not exist to refuse to
honor a later levy made under similar
circumstances.

(c) Effect of honoring levy—(1) In gen-
eral. Any person in possession of, or ob-
ligated with respect to, property or
rights to property subject to levy and
upon which a levy has been made who,
upon demand by the district director,
surrenders the property or rights to
property, or discharges the obligation,
to the district director, or who pays a
liability described in paragraph (b)(1)
of this section, is discharged from any
obligation or liability to the delin-
quent taxpayer and any other person
with respect to the property or rights
to property arising from the surrender
or payment.

(2) Exception for certain incorrectly sur-
rendered property. Any person who sur-
renders to the Internal Revenue Serv-
ice property or rights to property not
properly subject to levy in which the
delinquent taxpayer has no apparent
interest is not relieved of liability to a
third party who has an interest in the
property. However, if the delinquent
taxpayer has an apparent interest in
property or rights to property, a person
who makes a good faith determination
that such property or rights to prop-
erty in his or her possession has been
levied upon by the Internal Revenue
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Service and who surrenders the prop-
erty to the United States in response
to the levy is relived of liability to a
third party who has an interest in the
property or rights to property, even if
it is subsequently determined that the
property was not properly subject to
levy.

(3) Remedy. In situations described in
paragraphs (c)(1) and (c)(2) of this sec-
tion, taxpayers and third parties who
have an interest in property surren-
dered in response to a levy may secure
from the Internal Revenue Service the
administrative relief provided for in
section 6343(b) or may bring suit to re-
cover the property under section 7426.

(4) Examples. The provisions of this
paragraph (c) may be illustrated by the
following examples:

Example 1. M Bank is served with a notice
of levy for an unpaid tax liability due from
A in the amount of $2,0000 M Bank holds
$2,000 in a checking account in the names of
A or B or C. Although all of the deposits into
the account were made by B and C, A has an
unrestricted right to withdraw the funds
from the account. M Bank surrenders the en-
tire account to the district director at the
end of the holding period provided in section
6332(c). Under paragraph (c)(1) of this sec-
tion, M Bank is not liable to B or C for any
amount, even if B or C prove that the funds
in the account did not belong to A, because
A’s unrestricted right to withdraw the funds
is an interest which in subject to levy. B or
C may, however, seek the return of the funds
from the United States as provided in sec-
tions 6343(b) and 7426 of the Internal Revenue
Code.

Example 2. A is indebted to B for $400. Un-
beknownst to A, B has assigned his right to
receive payment to C. A is served with a no-
tice of levy for an unpaid tax liability due
from B for $400. A, acting with no knowledge
of the assignment to C, surrenders $400 to the
district director. A is discharged from his ob-
ligation to pay B, the taxpayer. Under para-
graph (c)(2) of this section, because B had an
apparent interest in the funds that A owed to
B, and because A determined in good faith
that those funds had been levied upon, A is
also discharged from any liability to C, even
though the money is not properly subject to
levy. C may, however, seek return of the
payment from the United States as provided
in sections 6343(b) and 7426 of the Internal
Revenue Code.

Example 3. M Bank is served with a notice
of levy for an unpaid tax liability due from
“John H. Smith, Sr.” in the amount of $5,000.
M Bank fails to read the notice of levy care-
fully. When searching its records, M Bank
finds the name of *“John H. Smith, Jr.” and
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looks no further. M Bank surrenders $5,000
from John H. Smith, Jr.’s checking account
to the district director. M Bank is not dis-
charged from liability under section 6332(e)
of the Internal Revenue Code because the de-
linquent taxpayer (John H. Smith, Sr.) had
no apparent interest in the account of John
H. Smith, Jr. (Generally, John H. Smith Jr.
may seek return of the payment from the
United States as provided in sections 6343
and 7426 of the Internal Revenue Code.)

Example 4. M Bank is served with a notice
of levy for an unpaid tax liability due from
“Robert A. Jones” in the amount of $5,000. M
Bank searches its records and identifies four
separate accounts of $1,000 each in the name
of ‘““Robert A. Jones.”” All four accounts list
different addresses and social security iden-
tification numbers. M Bank surrenders all
four accounts totalling $4,000 in response to
the levy. M Bank could not in good faith
have determined that all four accounts were
levied upon. Therefore, M Bank is not dis-
charged from liability to any person other
than the taxpayer whose account was levied
upon.

(5) Effective date. Paragraph (c) of this
section is effective January 11, 1993.
However, persons surrendering prop-
erty to the Internal Revenue Service
may rely on the regulations with re-
spect to levies issued after November
10, 1988.

(d) Person defined. The term ‘‘per-
son,”” as used in section 6332(a) and this
section, includes an officer or employee
of a corporation or a member or em-
ployee of a partnership, who is under a
duty to surrender the property or
rights to property or to discharge the
obligation. In the case of a levy upon
the salary or wages of an officer, em-
ployee, or elected or appointed official
of the United States, the District of
Columbia, or any agency or instrumen-
tality of either, the term ‘“‘person’ in-
cludes the officer or employee of the
United States, of the District of Co-
lumbia, or of such agency or instru-
mentality who is under a duty to dis-
charge the obligation. As to the officer
or employee who is under such duty,
see paragraph (a)(4)(i) of §301.6331-1.

[32 FR 15241, Nov. 3, 1967, as amended by T.D.
7180, 37 FR 7317, Apr. 13, 1972; T.D. 7620, 44 FR
27988, May 14, 1979; T. D. 8466, 58 FR 17, Jan.
4,1993; T. D.8467, 58 FR 3829, Jan. 12, 1993]
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